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French merger mania stirs up dividend pot
Tuesday, August 8, 2017

French dividends are set to continue to grow despite the
furious pace of recent merger activity

e Every firm engaged in merger activity year-to-date expected to stick to
dividends

e Danone forecasted to increase its dividend despite paying $12.5bn for
competitor WhiteWave

e Rights issues used to fund deals will raise the aggregate amount paid to
investors

Please contact press@markit.com to receive a copy of the full French merger
dividend report.

In the last four months of this year, French companies produced their most prolific
M&A haul in more than a decade. While this newfound swagger is encouraging for
France, the country’s income focused investors may have less to cheer about. These
deals have the potential to disrupt 8% of the aggregate dividends paid by SBF 120
companies.

The complexity and uncertainty surrounding mergers offers management teams the
perfect opportunity to rethink dividend policies, and focus on new corporate
priorities, such as building up cash reserves, or paying down debt. This shift in
priorities could throw a spanner in the works for yield focused investors, as formerly
reliable dividend payers put capital redistribution on hold. Dividend disruptions will
also potentially impact investors in the acquired companies - particularly those with
management teams that favor other uses for excess cash, like share buybacks or
further acquisitions.

While the flurry of French takeover activity has offered plenty of the aforementioned
opportunities, the IHS Markit dividend forecasting team does not expect any of the
participants to backtrack on prior dividend commitments. In fact, all but two of the
French companies involved in major strategic mergers this year are forecasted to
raise their dividend payments over FY17.
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Companies sticking to their guns

Danone’s acquisition of US competitor WhiteWave back in April has been the most
potentially disruptive acquisition to year-to-date. The $12.5bn deal, which was
financed entirely by debt, impacted 2% of the total SBF 120 dividends paid. Despite
the large sums of cash involved in the deal, Danone kept its commitment of a
“constant or growing” dividend. The company is forecasted to grow its dividend by
8% in FY17 and an additional 6% in FY18. The acquisition had some impact on
Danone’s dividend policy, however, and the company offered investors the
opportunity to receive dividends in the form of stock through a scrip option. This
option will enable the company to deleverage as it conserves cash.

Mergers, such Technip-FMC and Essilor-Luxottica have the most uncertainty around
dividend payments; both offer a clean slate for management to rethink dividend
policies. Despite the high potential for dividend surprises, the recent mergers
between Ahold and Delhaize, and Lafarge and Holcim, have resulted in “business as
usual” policies in terms of dividends.

To this end, the forecast for TechnipFCM’s shareholder distribution includes a
dividend payout around 20% of net earnings, starting with an initial $0.075 per
share payment in Q4 2017.

The pro forma forecast for the Essilor-Luxotica merger is for the merged entity to
pay €834m of dividends over FY17. This dividend forecast represents a significant
9% increase on the payments made by each legacy firm in the previous fiscal year.

The rights offerings used to finance REIT Gecina and utility Suez are also set to
impact dividend policies going forward. These deals have increased outstanding
shares, which means that both companies will have to pay larger sums of cash to
keep payments flat. The forecast is that both firms will do so — effectively hiding a
respective 15% and 10% increase in aggregate payments based on the increased
number of shares.
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Disclaimer

The intellectual property rights to this report provided herein is owned by Markit
Group limited. Any unauthorised use, including but not limited to copying,
distributing, transmitting or otherwise of any data appearing is not permitted without
Markit’s prior consent. Markit shall not have any liability, duty or obligation for or
relating to the content or information (“data”) contained herein, any errors,
inaccuracies, omission or delays in the data, or for any actions taken in reliance
thereon. In no event shall Markit be liable for any special, incidental, consequential
damages, arising out of the use of the data. Markit is a trademark owned by the
Markit group.

This report does not constitute nor shall it be construed as an offer by Markit to buy
or sell any particular security, financial instrument or financial service. The analysis
provided in this report is of a general and impersonal nature. This report shall not be
construed as providing investment advice that is adapted to or appropriate for any
particular investment strategy or portfolio. This report does not and shall not be
construed as providing any recommendations as to whether it is appropriate for any
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person or entity to “buy”, “sell” or “hold” a particular investment.
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